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MHA appreciates this opportunity to provide our comment to the Medicaid budget for
the Health Resources Division. This division includes the funding for hospital and
physician services. Our comments today are focused on several of the decision packages
that this body will consider.

Provider Rates

MHA supports the Governor’s proposal to increase provider rates over the next two
years. Hospitals, like many other providers, have not seen a rate hike in several years.
The 2009 legislature approved modest rate increases only to have the Governor cancel
them when he believed the State general fund forecast was inadequate to cover the
costs. While it turned out that the general fund was adequate, the rate increases denied
were not restored.

In 2011 the Montana Legislature established hospital rates at the SFY 09 level, and

physician payments at the SFY 2010 level. This action means that Medicaid has not

adjusted its payments for inflation for 4 years. Even with just 3% inflation in medical
costs, the cumulative impact is a reduction of 12.5% in payments.

When Medicaid fails to adjust their rates over time, the gap between treatment costs
and state payments grows. That gap results in some providers shifting the unpaid costs
to privately insured patients, while other providers simply limit or stop seeing Medicaid
patients altogether.

The 2% per year increase is below the current rate of inflation, and does nothing to
make up for the years no increase was allowed. Still, hospitals realize that hiking
payments is an expensive proposition for the State. We note that the general fund has a
reasonable balance, and now is a reasonable time to increase rates.

MHA recommends that the Subcommittee approve a 3% per year increase for
hospital services for the biennium. The amount is greater than proposed by the
executive, and lower than required to fully fund inflation. But the 8% is a
reasonable compromise that we believe the state can afford.

Hospital Utilization Fee
Montana’s hospitals proposed establishing a fee on inpatient hospital days in 2003 as a
means of reducing pressure on the State general fund while increasing payments to
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hospitals. This public-private program is intended to enhance Medicaid payments to
reduce, if no eliminate, the gap between Medicaid treatment costs and Medicaid
program payments for hospital care.

The program has worked successfully, and we expect to continue this program into the
future. There are discussions in Congress to reduce the amount of provider fees that can
be used to help fund the Medicaid program. Montana’s HUF is well below the limits
being discussed by Congress.

For those new to the Subcommittee, we provide a brief explanation of this program.
Each January the hospitals pay a $50 fee for each inpatient day of care for the prior 12-
month period. Those funds are used by DPHHS to draw matching federal funds and
paid to the hospitals in the form a supplemental payment. The hospitals provide about
$22 million in fees, and the Department makes a supplemental payment of about $65
million. The payment to any hospital is tied to Medicaid services provided by that
hospital. As a result of the HUF program, Medicaid payments are estimated to cover
between 90 and 95% of Medicaid treatment costs. Without the HUF, Medicaid would
pay less than 70% of those same costs.

The LFD analysis noted that hospital inpatient days subject to the fee have declined in
each of the last 3 years, from 443,554 in 2010 to 424,752 days in 2012. Hospitals have
reported this downward trend due to several factors. First, the decline in patient days
follows the recession. Fewer elective services are purchased during difficult economic
times, and people tend to put off services that aren’t elective, but can wait. Second, there
has been a decided shift from providing 1-day hospital stays to increasing use of
outpatient observation status.

Finally, hospitals have admitted fewer cases of pneumonia and influenza in recent years.
This is attributed to the combination of higher vaccination rates and having a lighter
than normal flu and pneumonia season.

Some hospitals are beginning to see higher patient census as the economy recovers. We
are not sure that a new trend is emerging. Hospitals are paying their 2013 fees during
January, and will have a better idea about projecting the HUF program in February.

Even though we may be uncertain about the patient days over the next two years,
MHA recommends that the Subcommittee provide adequate budget authority to
the Department for both the fees paid by the hospitals and the matching federal
funds. State law provides for using all of the fees paid by the hospitals, and the
Department has just 28 days from the fee payment deadline to make the supplemental
payment to the hospitals. Having too few dollars in the budget only serves to trap the
Department from adhering to state law.

Medicaid DSH Funds

Montana Medicaid receives a fixed annual allocation of funding known as
Disproportionate Share Hospital funds. These funds are intended to help States close
the gap between their routine payments and Medicaid treatment costs, and to mitigate
the impact on hospital costs to treat uninsured patients. Montana’s federal allocation is




$11.6 million, and is adjusted slightly each year. The bulk of the DSH funds are
matched by the hospital utilization fees.

One of the ways the federal government funds the ACA premium tax credits and
increased Medicaid expansion is by reducing the States’ DSH funds. The policy behind
this change is that as insurance coverage grows there is less need for federal funds to
help pay for treating the uninsured.

Federal rules that describe how the DSH funds will be decreased will be proposed this
spring. The ACA indicates that the drop in DSH funds will be tied in part by measuring
changes in the State’s uninsured rates. Final rules won’t be released until after the
conclusion of the 634 Legislative Assembly.

MHA recommends that the Subcommittee appropriate the full amount of DSH
funds provided in the federal allocation, together with state matching funds.

Physician Services

MHA is concerned that the Department correctly calculate the inflation index costs for
the physician program for the next two years. Since physician fees are established as a
matter of law, the full cost of this program must be absorbed from the total budget. Not
having enough funding authority for this program could require the Department to take
funding from other programs.

MHA asks that the Department and the Subcommittee assure that the present
law adjustment for this program is calculated accurately.

Caseload

Projecting the future growth in costs, utilization and other factors that make up the
caseload growth is a difficult task. MHA appreciates the Department’s efforts to provide
a reliable forecast of funding to maintain current level services over the next two years.
And we also appreciate the role of the LFD to determine and provide guidance to the
Subcommittee about the caseload projections. Over time, DPHHS has usually provided
accurate budget projections. Being more than 95% accurate is a sign of good
forecasting.

MHA is concerned about the forecast. A too-high forecast may prompt lawmakers to
demand other program reductions or withhold rate increases. A too-low forecast means
that the Department won’t have enough funding to maintain current services, and
current payment rates. Getting this projection right means that providers can have
confidence that the policy plans adopted now will likely take place in the following two
years.

Thank you for your consideration.
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